Yevgeniy Orel, Ph.D.,

Introduction of contractual arrangements as a tool to improve performance indicators  of medical services providers

A reform of a health care system usually involves implementation of some prerequisite elements, such as providing an autonomous status to health care establishments, separating a provider of medical services from purchasers of the latter, and, along with other such elements, introduction of contractual arrangements.  In transition economies in the course of a health care system reform contractual arrangements present an alternative to the integrated resource allocation system. 

A key role of contractual arrangements as a component of the health care system reform has been emphasized by a special resolution of the World Health Care Assembly issued in May 2003, under the title "On the role of contractual arrangements in improving performance of health care systems".  The resolution highlight the importance of the following approaches:

· Ensuring introduction of contractual arrangements in line with rules and principles that constitute foundations of the national health care systems in specific countries;

· Formulating a contractual policy in the health care area in a way that would be most inducing with respect to the increasing of the productiveness and effectiveness of the health care system;

· Facilitating the exchange of experiences related to implementation of contractual arrangements to ensure provision of medical services regardless of the medical establishment’s ownership form.

The string of studies focused on medical service contract issues in Ukraine so far has been short. Among such studies we should first of all name the studies that are being carried out by specialists working under the EU Project “Financing and managing the health care system in Ukraine”, namely by V. Rudy, V. Galaida, etc. In Ukraine medical service contracts are still implemented only within the framework of few pilot projects, which is why at the present stage of the health care reform it is mostly publications and experience of foreign countries that should be studied and summarized.    

This presentation focuses on the following issues:

· Contracts in the health care system

· Parties of a contract
· Contract structure and forms of payments for contract execution 
· Types of contracts in the health care area
· Contract implementation in particular countries
· Principal problems of contractual arrangements
· Prospects for contractual arrangements in Ukraine
· Conclusions
3.4 Contracts in the health care system

Let’s start with some basic definitions.  So, what is the contract?

•Contract – a written or oral agreement between two or more parties on performing certain activities.
•Contract  – a statement of rights and obligations of parties to a particular agreement.
In the area of health care contracts are signed between purchasers and providers of medical services.  For instance, like an agreement to carry out 10 surgical operations for an amount of 20,000 hryvnas.

The significance of health care contractual arrangements within the economic context is that contracts provide a mechanism for overcoming the asymmetry of information between the purchaser and the provider of medical services.  It is well known that the asymmetry of information is one of the key problems of the health care sphere that include problems such as adverse selection, moral hazard, etc. Besides, properly prepared contracts meet such requirements as verifiability, which is an objective criterion, and observability, which is generally a subjective criterion, because personalities of those being examined/inspected matter greatly, which stipulates requirements to those who examines/inspects.
Parties of a contract

Parties of a contract are purchasers and providers of services.

Purchasers normally include:

· Insurance companies

· Natural persons

· Firms/entrepreneurs

· State agencies 

Although sometimes term “buyer” is used, to separate the sphere of health care and to use a broader term, and to be closer to the principal meaning of the original English term “purchaser”, the Ukrainian term “zakupivelnyk” that is equivalent to this English term shall be used.

Service providers, as a rule, are:
· Private 
doctors

· Out-patient hospitals
· Hospitals

· Other
Providers – sometimes in Ukrainian literature one can also find terms such as “suppliers” and the transliterated term „providers”. 

Contract structure and forms of payments for contract execution

Principal components of health care contracts include:

· Nature of work that need be performed

· Amount of work

· Prices, charges, tariffs, etc.

· Particular aspects of the activities to be performed (if necessary)

· Provision of the informational support for the contract by the parties of the contract

· Contract execution monitoring 
· Legal grounds for contract termination 

The form of payment is to be decided at the negotiation stage and may be:

· Pre-payment based

· Installment-based
· Payable upon completion of the contract.
In Ukraine it is the prepayment form that is preferred to other forms of contract payment.  It is a stereotype that traced back to the hyperinflation period. 

Types of health care contracts

The most common health care classification system is the following one:

· Block contracts
· . – another possible term used is „package agreements”
· Cost & volume contracts – another term for such contracts is „agreements on the agreed-upon cost and amount of medical assistance”.
· Cost-per-case contracts, or  “agreement on specific cost per particular case”.

1.) Block contracts

Block contracts are implemented usually where the following conditions are met:

· Purchaser pays an agreed amount to the provider for the possibility of referring patients for treatment;

· There are no limitations on the level of activities, which means (at least theoretically) that the level (scope) of activities may be exceeded or reduced.
In the center of the block contracts is the simplicity of preparation and ease of use, provided that certain types of patients have formed historically, and also if referral rates hardly change.

The prevailing majority of modern experts believe that use of block contracts is the most appropriate form of a health care service contract arrangement for countries where there is a serious lack of information on resources, processes and outcomes of activities due to underdeveloped information systems. It is anticipated that in the course of the regulation and stabilization of information flows it will be possible to switch to more “refined” forms of contracts, such as cost and volume contracts and cost per case contracts.

Ukraine is not a unique country in terms of lack of information on resources, processes and results. The most telling example is the United Kingdom of Great Britain and Northern Ireland, where in the 1980-s in the course of separating purchasers and providers and creation of quasi – markets the contracts initially introduced were bloc contracts (or „contracts for blocks of services for a set fee”). It was due to the lack of detailed information on costs as well. 

From providers’ perspective, block contracts have both advantages and disadvantages.  

The advantages for service providers include:

· Guaranteed proceeds to cover costs regardless of the work actually performed; 

· Possibility of planing volumes of work in advance.

Providers normally name the following disadvantages:

· Free performance of work exceeding the anticipated level;

· Excessive costs in cases where a complex case proves more difficult than expected 

To avoid uncovered costs providers may insist on setting in a block contract the upper limits on:

– volumes of work under the contract;

– on particular kinds of work.

Block contract also present both advantages and disadvantages for purchasers of services of the health care system. 

Advantages for purchases include:

· Simplicity of use;

· Guaranteed provision of certain amount of services for a set compensation.

However, disadvantages of block contracts for purchasers include the following:

· Poor flexibility of a block contract in case if the amount of work performed is less than was expected (for instance, in case of fewer child delivery cases due to lower birth rates);

· As a result of the above, actual costs exceed the necessary ones.
Therefore, there is a need in certain contract clauses that would take into account both excessive and deficient services, because a purchaser benefits in cases of excessive amounts of work performed, and runs losses where volumes delivered are less than agreed.

Experience of using block contracts demonstrates that they are most suitable for cases relatively easily predictable emergency care cases. Such may include, for instance, the dynamics of seasonal traumas or illnesses, such as neck traumas (the so called  “diver’s trauma”), or seasonal flu epidemics.  Block contracts are also considered appropriate and suitable for maternity hospital services, where demand is also more or less predictable.

Block contracts are considered unsuitable for payments for cosmetic surgery services, unless a ceiling is put on the volume of services to be provided.

2). Cost and volume contracts 

Use of cost and volume contracts requires the following conditions to be met:

· Purchase pays to provider for a certain volume (level) of services.
· In excess of the specified volume/level the payment is provided for each case.

If level of services provided fall short of the level specified in the contract, such services may be left without payment.  Also sometimes in practice the so-called tolerance level is set.  For instance, up to 5% of the deviation from the set volume of service entails no penalties for providers and incurs no additional costs to purchasers.

Cost and volume contracts are advantageous for purchasers because generally such contracts provide payment only for actually performed volume of work, that is for services actually provided.  However, a shortcoming of this type of contract is that costs may significantly exceed the contract level, which may lead to the need to specify in such contracts the maximal volume of services to prevent cost “inflation” and provision of unnecessary services.

One of the possible ways of using cost and volume contracts is to agree that additional services are to be provided at discount, possible down to the break-even cost.  This means that some services may bring zero profits. In practice using this method depends on how important it is for a provider to maintain business contacts with this particular purchaser.

For providers the cost and value contracts have the following advantages:

· Guaranteed minimal level of service provided and no problems if the level of work specified in the contract is exceeded 

· Possibility (if a purchaser overlooks it!) of presenting less-costly cases as volume elements, and more-costly cases as pay-for–a-case elements.  That is why the purchaser is to exercise maximum care (caveat emptor).
Cost and volume contracts are appropriate for the prevailing majority of cases where a demand can be accurately projected.  Such contracts provide maximum flexibility both to providers and purchasers regarding establishing cost and volume.

3.) Cost per case contracts

Under cost-per-case contracts a purchaser pays an agreed amount of money for every episode of activity.  Every case of patient treatment is paid for on the basis of a separate contract.

Use of cost-per-case contracts is the most appropriate in cases of low levels of activities, in cases where such activities are uncertain or tend to lessen. A cost of a case may be used as a basis for contracts with those providers who provide services to rural population which, unfortunately, tends to shrink significantly.  Besides, this type of contracts is fully suitable for providers operating in areas with low population density. 

Advantages of the cost-per-case contracts include a maximum flexibility in establishing the volume of services.

Disadvantages of the cost-per-case contracts include a high level of transaction costs, problematic determination of discounts, and purchasers’ having to accept the price (rather than having an impact on it) as a result of the monopoly position of the service providers, the need to have too much detailed information, due to which cost-per-case contracts have neither become common in Ukraine, nor in other countries of the world.

In the future as IT systems develop cost-per-case contracts may become more common. A possible structure of such a contract may look as follows:

· Period and duration of a contract 

· List of services provided 

· Volume of services

· Quality of services

· Amount of and procedure of payment

· Information requirements
· Clauses governing contract revision.
This structure is used in practice specifically for cost-per-case contracts.

Contract implementation in particular countries

POLAND

The standard contract period is one year, with a possibility of revision of the contract terms during this period.  The contract covers all diagnostics and treatment services specified by doctor, cost of medication, food and hospital bed.  Co-payment is not allowed. The volume of services is determined on the basis of data on the past year performance.  Limits are set for volumes of services provided.
To assess quality of services provided the Certificates of the National health care quality monitoring center and ISO
 certificates are used.  Quality, under the law, is assessed by owners of the hospitals.

Cost and payment: Every production unit itself computes its expenditures. Contracts are based on average cost of a case, bed-day, and data on neighboring hospitals.

Information requirements: Detailed reports on individual patients but with personified codes for names.

ESTONIA

Estonia has two types of models of medical institutions.  The first type includes those institutions that are hierarchically subordinated to the Health care department: budget and autonomous models.  The second type covers medical institutions that enter contractual arrangements with the health care department: corporate and private models.

In 1991 in Estonia the Law on medical insurance was passed.  In parallel with this development, a point-based system, similar to the German one, was introduced instead of the budget line payment system.  Since 2000 a system of payment per case has been put in place, and with respect to certain types of services payment for services has been introduced (regular child delivery, eye surgery, etc.).  All these helped implement the contractual system and also increased the number of services provided, reduced patient hospital stay, and also increased hospital productivity.

Doctors work in Estonia as:

· Hired employees of medical institutions, which sign contracts with the fund;

· Self-employed (private practitioners) doctors, who directly sign contracts with the fund.

Medical service contracts used in Estonia’s health care system differ little from those we reviewed above.  Thus, in particular, contracts specify the period of contract, number of patients, types of services, prices, indicators, quality control, responsibilities of parties to the contract, etc.  However, it is particular for Estonian contracts that about 5 – 15 % of the contract value are set for redistribution among particular types of services.

In the Estonian health care system the following questions remain pressing:

· What services should be covered by contracts?

· May a contract be signed with any provider?

· What are the methods of payment and what prices should be set?

Payment for services

•In-patient services are paid on the basis of bed days, with adjustments for specialization and the number of beds.
•Payments are adjusted for 57 types of cases depending on the diagnosis, treatment, care, nourishment regime, tests and medications, and medical procedures.

•Additional procedures may be paid for separately as fee per service based on the tariffs. 

•Upper limits on payments for in-patient services have been set.

•Payment can be made on the basis of combining payments into packages .

Estonia’s experience revealed both advantages and shortcomings of the use of contracts in the health care system of this country.  Generally the advantages include the following:

· Purchasers focused on handling strategic tasks rather than on managing services;
· Availability of a large number of providers of medical services with a right to enter contracts, which provides for a broader choice for patients.
At the same time some experts point to the following shortcomings of the contract – based system, specifically:

· certain weakening of control over providers;
· more difficult process of planning and coordination;

· greater transaction costs;

· more narrow choice for patients (?!)
The latter applies to regions with low population density.

Estonia’s experience demonstrated that the contract-based system has sufficient potential for influencing the following characteristics of the health care system:

· Productivity of 
service providers,

· Quality of medical services,

· Focus on Consumer.

It has been also noted that the contract based system works better if regularly overseen by Supervisory councils.

GERMANY

Contractual arrangements in the German health care system have been and still are one of the most important elements of the Bismark’s system. Within the framework of the improvement of the health care system since 1996 the contractual system has allowed patients to choose among hospitals, doctors and medical pay offices.

Under the social code, corporate payers are medical pay offices, which are responsible for the following:

· Collection of insurance premiums (contributions),

· Determining the level of contribution needed to cover the costs,

· Negotiate on behalf of the pay office members with the service providers the following issues:

· Prices on services,

· Volume of services provided,

· Measures to ensure quality of services rendered.

Contracted services normally are made available to members of the pay offices without a prior permission of the pay office. However, such permission is required for the following:

· Recreation resort treatment;

· Rehabilitation services,

· Short-term patient care.

In questionable cases a pay office is to receive an expert opinion from the joint institution Medical Review Board, which is a public corporation and is funded from the Medical insurance fund.

Corporate providers include associations of therapists and dentists' associations, who are corporate monopolists.  Their mission is to ensure provision of primary and – since recently – secondary medical assistance.

It is thought that purchasers of medical services are more limited (particularly regarding detailed selection of services), than under the contractual arrangements model that is used, for instance, in Great Britain.  Salman and Figeiras point to a greater “contractual power” () of purchasers in Great Britain compared to those in Germany.

RUSSIA 
Russian Federation introduced mandatory state medical insurance in 1993.  The contracts are signed between service providers and insurance organizations and specify, along with other provisions, the systems and terms of payments.
The most popular systems of payment for medical services in Russian Federation are the following ones:

· In –patient – based on the number of completed treatment cases;

· Out-patient – based on the diagnoses and the number of visits.

In particular regions the following payment systems are also used:

· Based on the number of bed days (in -patient);

· based on the number of visits to the doctor (out-patient);

· according to the diagnosis (diagnostics institutions
).

A standard number of out-patient visits is set for every type of disease (on the basis of modern medical knowledge).

Russia’s contractual system has not allowed yet to avoid informal payments, which are still side by side with provision of free services and large amounts of official cash payments.  Besides, the contracts (and insurance) do not cover  the use of pharmaceutical preparations, sanitary and hygiene products, and provision of dental services.

Czech Republic

The contracts between insurers and hospitals specify:

· Volume of services;

· Types of services (5,000 procedures under the approved List);

· Ways to cover costs;

· Information (reporting) requirements;

· Conditions for contract termination;

· Contract duration.

Hospitals themselves decide what procedures to apply, although they will be compensated only for those specified in the contracts. That is, doctors are not limited in their choice of procedures, but compensation will be provided only for those procedures that are contracted.  How reasonable it is – it is hard to say, because medical treatment and intervention sometimes produce unexpected and unforeseen results.

Every procedure is rated by a certain number of points.  Insurance companies pay a doctor according to the total number of points that the doctor accumulated over the payment period.  What amount of money corresponds to what number of points is determined on the basis of the collective agreement between the Health Ministry and “Representatives of doctors”.
Unlike in Russian Federation, in Czech Republic pharmaceutical products and dental services are covered by insurance, although within the set limit.

On the whole the Czech approach is considered more advanced from the perspective of using contracts as purchase and reporting tools.
ROMANIA 
IN-PATIENT SERVICES SECTOR

In this sector in Romania contracts cover all prescribed diagnostics and medical procedures, along with costs of pharmaceutical preparations, medical materials, beds and food, provided that such procedures are not included in the “negative” list, and there is no co-payment arrangement. Another similar condition is the referral of a family doctor or ambulatory specialist. Exceptions are provided by emergency cases where a patient may have to pay pocket cash.

The volume of services is set on the basis of the previous year’s performance data.  There are limitations regarding volume differentiated by regions.  During a year volumes of services may be revisited.

Criteria of quality of provided services are set in individual contracts.  Special commissions
 collect data and analyze duration of the in-patient stay depending on the used method of treatment, number of repeat hospital admissions and hospital death rates.

Every hospital segment itself determines the cost of services. Contracts in this  case are based on anticipated expenditures reflecting:

· “KGS”,

· cost of one day of patient’s stay in hospital;

· cost of services provided depending on the case type.

In Romania’s in-patient service sector there are certain information requirements, specifically:

· availability of minimum data on each patient in electronic form and individually coded;

· preparation of standard reports on volume of services, cases and days of care;

· preparation of detailed reports on every surgical and therapeutic procedure.

OUT-PATIENT SERVICES SECTOR

In this sector all prescribed diagnostics and medical measures/activities are subject to contractual arrangements. A family doctor referral is required for all specialist doctor visits (except for gynecologists, dentists, psychiatrists and infectious disease specialists).

The co-payment is set in accordance with the following two lists:

· List A: Critically important drugs – 10%;

· List B: Other drugs – 50%.
For children there is no co-payment.

The volume of services in the out-patient sector is set on the basis of the previous year’s data.  Limitations are provided on volume for all specialists and types of services. During the year volumes of services may be revised, which means that these provisions are almost identical with those considered in connection with the in-patient service sector.

Quality criteria applicable to the out-patient sector services are set by the specialized commissions of the Romanian College of Physicians.  Laboratories are voluntarily (?!) certified on the basis of ISO standards. Quality of medical services has been systematically measured since 2000.

As regards service quality, the contracts for primary medical care are based on the capitation and fee-for-service methods. Contracts for ambulatory specialized institutions provide for maximum of 18 visits.

As to information requirements, in the out-patient sector such requirements have many features common with the in-patient sector.  Thus, obligatory are availability of minimum data on each patient in electronic form and individually coded, preparation of monthly standard reports on volume of services, cases and days of care.  Detailed reports must provide data on the received medical assistance. For instance, for dental services the number of points must be specified in accordance with the scale of service rates.
Principal problems of contractual arrangements
Analysis of foreign countries’ experience demonstrated that principal problems that a health care system faces in the course of introduction of contractual arrangements is insufficient or inaccurate information on patient flows, demographic data (aggregate and by risk groups), as well as data on costs and consumption of medical services.  Therefore significant investments are needed for development of IT systems, and to overcome reluctance of officials to share information.

Another problem is growing transaction costs, which is related to the following:

· Assessment of needs;

· Efficiency analysis;
· Conducting negotiations;
· Monitoring and evaluation.
These expenses may be justified on condition of significant increase in quality and effectiveness of medical services.
Resolving such problems would require solution of a string of “sub-problems” first.  Thus, to conduct negotiations with providers of medical services the personnel must be properly trained to know how to protect one’s interests. As to monitoring and evaluation, in Ukraine it is a relatively new type of activity that requires inter-disciplinary training of a sufficient number of specialists.

Another problem is the fragmentation of financing, which for provider means the need to meet requirements of both the insurer (under the contract) and the health care department (without a contract).  To resolve this problem coordination of policies of insurers and Health care departments in the area of procurement of medical services will be needed.
Prospects for using foreign experience in the area of contractual arrangements in Ukraine

For Ukraine it is considered expedient to:

· Establish a one-year period for signing contracts, with possible revision of the contracts’ terms during the contractual year.  It would allow all parties of the contract to react flexibly to various internal and external changes and to take necessary measures concerning revision of particular terms of the contract or its termination in general. Besides, this period is optimal from the perspective of prevention of excessive transaction costs, which arise due to very frequent reformulation of the contract (for instance, once a quarter), and also of prevention of stressful situations for contract parties, providing the latter with more confidence in the future;

· Make subject to contractual arrangements all diagnostics and medical procedures prescribed by doctor.  Cost of drugs and materials, food and bed also must be included.
· At this stage of development of the health care system in Ukraine it is theoretically possible to introduce the co-payment (payment sharing) system, although in practice it may prove psychologically unacceptable for the majority of the population.
· Volume of services should be set based on the previous year’s performance and projections. Volume limits must be set for every type of service.
Service quality assessment must be carries out not only from the perspective of the service provider, but also from that of the patients’ association that need be created yet.

As to the cost of services and amount of payment, it is considered expeditious for every structural unit to determine its expenses itself.  In this case contracts must be based on the average cost of admission of the patient, average cost of a bed-day, as well as on relevant data from neighboring hospitals.

It is also necessary to establish and meet certain information requirements.  In particular, requirements concerning detailed reports on particular patients.  It is possible to use for this purpose individual code of the patients.  However, in this connection one need to take into account the aggravating problem of maintaining patient confidentiality.

Specialists’ activities – performance indicators

The following performance indicators, which can be used to assess the specialist’s work, should be looked at:

· Surgery death rate (for surgical departments);

· Death rate for patients before release from hospital (for therapeutic departments);

· Repeat hospital admission coefficient.

However, there are no ideal indicators or parameters.  The above indicators are no exception, they influence behavior of service providers in an uncertain way and should be used with certain reservations.  Besides, these indicators are not universally suitable.  Thus, “surgery death rate” indicator may not be applied to emergency surgery departments, because by definition emergency surgical intervention is required exactly in the most difficult and risky cases.  Besides, formal use of the “surgery death rate” indicator may make surgeons fear going for surgical operations.  In such circumstances surgeons will simply shun taking responsibility in the most difficult clinical cases. As to “death rate before release”, this indicator may make physicians to release early the patients whose condition is hopeless.  And using the “Repeat hospital admission coefficient” may make providers look for any excuses to refuse to admit a patient for a repeat term of treatment.

Using various indicators to assess performance of the specialists requires a careful approach and keeping common sense over formal criteria.

Quality assessment from the patient’s perspective 

The patients’ association that will be created in the future may follow both quantitative and qualitative indicators. Quantitative indicators may include:

· Waiting lists in out-patient and in-patient conditions;

· Providers’ keeping to the service schedule.

Qualitative indicators are largely affected by subjective considerations, which particularly applies to the following indicators:

· Patient’s satisfaction with received services;

· Quality of the environment in in-patient and out-patient departments;

· Accessibility and friendliness of the personnel.

How to measure patient’s satisfaction?  Won’t the placebo effect be a problem?  How to measure personnel’s friendliness: by the number of smiles of medical nurses? Qualitative indicators are difficult to make pure of influences of subjective factors.  But in any case the above and other qualitative and quantitative indicators must be carefully designed and properly reflected in the contracts for provision of medical services. How exactly it must be done is a matter to be addressed in the course of the future studies.

Price setting

To justify prices it is necessary to:

· Develop and perfect medical and economic standards that must become a basis for the unified price setting mechanism;

· Establish recommended tariffs, which, at the same time, must not interfere with individual agreements between patients and providers.

Contract revision

Grounds for revisiting terms of a contract during the period of contract execution may include, for instance, the following:

· Changes in service volumes beyond the “tolerance” level;

· Changes in prices due to higher inflation (particularly in cases where payments for medical services are made in installments);

· Changes related to the general epidemiological situation.

However, this list is not exhausting, and it could be changed and extended in particular contracts for provision of medical services.

Conclusions
Only preliminary findings have been arrived at with respect to the problem of contractual relations in Ukraine’s health care so far, specifically:

· Contractual arrangements – a new method compared to the integrated system;
· There is no universally applicable and solely correct model for contractual arrangements.  Each model has its advantages and disadvantages.  A model is good as long as it meets the requirements of accessibility of medical services and as long as it keeps costs down;
· In the course of development and signing of contracts for provision of medical services the issues of quality, quantity and cost of services must be tackled with great degree of specificity;
· It is also necessary to ensure flexibility and balance of interests of contract parties.
The last point is perhaps the most important from the economic point of view.  For doctors are humans too, with interests of their own, including economic ones.

� ISO – International Organization for Standardization. Includes national standardization institutions of 148 countries.  Its central Secretariat is based in Geneva.  Unlike UN, ISO is a non-government organization.  Its name comes from Greek “isos”, meaning “equal”, which may convey certain symbolism. 


In spring 2005 the Ministry of economy of Ukraine was provided with the functions and obligations of the liquidated State committee for technical regulation and consumer policy. This Committee had been Ukraine’s representative in ISO.


� German health care system features the division into family medicine and the specialized medicine, which roughly corresponds to primary and secondary types of medical assistance.


� That is the medical centers of tertiary level of medical aid.


� Special commissions include the Romanian College of Physicians and the Romanian Order of Nurses and other Medical Personnel, and the National medical insurance house.
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